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WHAT DOES AN

auditor’s
’certificate’
MEANT

a pamphlet for bankers, in
vestors, credit grantors and
others who rely on the infor
mation in financial statements

(1951)

Since the short-form auditor’s report
which appears on Pages 5 and 6 was re
vised after the issuance of "What Does
an Auditor’s ’Certificate' Mean?”, the
new form recommended by the Institute
Committee on Auditing Procedure (Codifi
cation of Statements on Auditing Pro
cedure, Page 16) is presented below:

”We have examined the balancesheet of X Company as of Decem
ber 31, 19— and the related
statement(s) of income and sur
plus for the year then ended.
Our examination was made in
accordance with generally ac
cepted auditing standards, and
accordingly included such tests
of the accounting records and
such other auditing procedures
as we considered necessary in
the circumstances.
”In our opinion, the accompany
ing balance-sheet and statement(s)
of income and surplus present
fairly the financial position of
X Company at December 31, 19—,
and the results of its operations
for the year then ended, in con
formity with generally accepted
accounting principles applied on
a basis consistent with that of
the preceding year.”

WHAT DOES AN
auditor’s
’certificate’
MEAN?

and income statements sub
mitted as a basis for credit, or in reports
to stockholders, are commonly audited by
independent certified public accountants. The
“certificate” or report of the accountants
precedes or follows the financial statements.
It tells briefly what the auditor did and gives
his opinion as to whether the financial state
ments fairly present the financial position and
results of operations of the concern for the
period under review. Many bankers and in
vestors have only a hazy idea of what the
auditor’s certificate means. Some think it
means more than it does. Many think it means
less than it does. This leaflet explains what it
does mean.
alance-sheets
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Responsible, Expert Judgment

The word “certificate” is somewhat mis
leading. Actually the auditor cannot “cer
tify”, in the sense of guaranteeing, that
financial statements are “correct”. Why not?
Because accounting is not an exact science:
human judgment and estimate necessarily
enter into the classification and allocation of
business transactions among various accounts,
and various periods of time. Depreciation
reserves, bad-debt reserves and inventory
pricing, for example, are to some extent
contingent on probabilities — what is ex
pected to happen in the future.
But out of experience, “generally accepted
accounting principles” have developed for the
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guidance of the accountant in exercising in
dividual judgment. And “generally accepted
auditing standards” require that the auditor’s
judgment be based on an examination suffi
cient to warrant his expressing an opinion.
The terms “generally accepted accounting
principles” and “generally accepted auditing
standards” are not just empty words. The
accounting profession has developed a large
body of authoritative rules. Although basic,
these undergo modification and revision in
response to changing conditions and to reflect
improved accounting and auditing practices.
Examples of modern thought on accounting
and auditing problems are the series of Ac
counting Research Bulletins and Statements
on Auditing Procedure issued by committees
of the American Institute of Accountants.
No opinion can be any better than the man
who gives it. The certified public accountant
receives his title from the state after satisfying
educational and experience requirements and
passing stiff examinations in auditing, ac
counting theory and practice, and commercial
law. His C. P. A. certificate may be revoked
for bad work. His professional societies hold
him to a rigid code of ethics, which stresses
independence and impartiality. So he stakes
his professional reputation and career on his
opinion that financial statements fairly show
what they purport to show.
The certified public accountant’s opinion,
therefore, is far from being merely a wild
guess. It is the opinion
a) of an expert in accounting and auditing,
who
b) is independent of the management, and
c) is professionally responsible for what he
says.
This opinion
d) is based on adequate examination of the
facts, and
e) is a report on the concern’s use of gen
erally accepted accounting principles,
consistently maintained.
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Read the Auditor’s Opinion

In order to understand an auditor’s report,
it is necessary to read it carefully. Not all reports
are in the same language. Some are long, some
are short. Some contain exceptions. Some
contain no opinion, which means that the
auditor merely recites what he found, and
intends to take no responsibility for the fair
ness of the financial statements as a whole.
It is a great mistake to assume that the mere
appearance of an accountant’s name on a
report means that everything is all right.
Read what he says. His opinion is what
counts.
What An Auditor Says

Auditor’s reports often contain extensive
explanatory comments on particular items in
the financial statements. The essence of the
report, however, is the statement of what he
did and what he thinks. This essential part is
often boiled down to what is known as the
“standard short form of auditor’s report’’.
The typical “short form” may read like this:
“We have examined the balance-sheet of
the............................. Company as of (date),
and the statements of income and surplus for
the fiscal year then ended, have reviewed the
system of internal control and the accounting
procedures of the company and, without
making a detailed audit of the transactions,
have examined or tested accounting records
of the company and other supporting evidence,
by methods and to the extent we deemed
appropriate. Our examination was made in
accordance with generally accepted auditing
standards applicable in the circumstances and
included all procedures which we considered
necessary.
“In our opinion, the accompanying bal
ance-sheet and related statements of income
and surplus present fairly the position of the
.............................. Company at (date), and
the results of its operations for the fiscal year,
in conformity with generally accepted ac
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counting principles applied on a basis con
sistent with that of the preceding year.”
This statement is the one recommended
by the committee on auditing procedure of
the American Institute of Accountants in
1941. Although it represents the phraseology
widely used, deviations are not unusual. At
the present time, in fact, the Institute’s com
mittee on auditing procedure has in mind
suggested changes. Many reports are made in
longer form, especially when the financial
statements are presented to banks for credit
purposes. In the longer report the auditor
gives more detailed comments on his exami
nation or on specific items in the financial
statements. The longer form, however, ordi
narily contains language similar to that in the
“short form” report. Again, look for the
opinion. Read it. If it isn't there its absence is
significant.
What the Auditor Does

What is behind the auditor’s assertions? In
essence, the report states:
That the auditor has examined the balancesheet as of a given date, and the statements of
income and surplus for the period indicated.
“Examined” means more than “looked
at”. It means “examined as a professional
accountant”, or “audited” as explained in
the following paragraphs.
Some years ago the term “balance-sheet
audit” was in common use. But because of
increased recognition of the significance of
statements of income and surplus as well as
the balance-sheet, accountants prefer to call
their audits “examinations of financial state
ments”.
That the auditor has reviewed the system of
internal control and the accounting procedures of
the company.
He does this to judge how far he may rely on
the accuracy and soundness of the records and
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the internal accounting. If they are not good,
he will have to make more extensive tests than
otherwise; if good, his tests may be less ex
tensive.
That the auditor has not made a detailed audit
of the transactions.
This assertion is occasionally omitted. It is
merely intended to make it clear that the
auditor does not check every transaction. This
would be far more expensive than the results
would justify.

That the auditor has examined or tested account
ing records of the company and other supporting
evidence by methods and to the extent he deemed
appropriate.
This means that he has examined in detail
some transactions, by reference to the books
and underlying documents like vouchers, in
voices, and minutes; that he has tested other
groups of items by the sampling method — for
example, confirming a selected portion of
accounts receivable. The methods may vary —
as in confirming receivables the “positive” or
“negative” confirmation may be used. The
extent of his verification and testing must
depend on the reliability of the internal
accounting and control, and on the results of
his initial tests. In other words, if he finds an
error, he will go further, until fully satisfied
that it does not signify the existence of more
errors. Be it noted that the auditor cannot
escape responsibility for the adequacy of his
examination. He cannot “deem it appropri
ate” to do less than generally accepted audit
ing standards would require in the circum
stances.

That the auditor's examination was made in ac
cordance with generally accepted auditing standards
and included all procedures which he considered
necessary.
This is an assertion that he has made his
audit in a manner which would meet the quali
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tative auditing standards generally accepted in
his profession; and,further, that he has omitted
no step or audit procedure which he believed
should be taken in this case, with due regard
to materiality and risk involved, as well as to
the size and nature of the business.
All this description of what the auditor did
is purely explanatory. It could just as well be
said in other ways. It is not intended to limit
the auditor’s responsibility — if he gives an
unqualified opinion he will be held account
able for having made an adequate examination
anyway.
The Opinion

The vital part of the auditor’s certificate is
the opinion: “In our opinion, the accompany
ing balance-sheet and related statements of
income and surplus present fairly the position
of the............................... Company at (date),
and the results of its operations for the fiscal
year, in conformity with generally accepted
accounting principles applied on a basis con
sistent with that of the preceding year.”
“Present fairly” is a better phrase than “are
correct”, because, as explained before, the
presentation of financial statements involves
more than mere arithmetical correctness — it
requires judgment and estimate. But such
judgment and estimate cannot be capricious;
they are based on generally accepted account
ing principles, as described in professional
accounting literature, and official pronounce
ments of authoritative bodies, and as reflected
in business practice and custom.
Within the limits of generally accepted
accounting principles there may be optional
accounting methods. There are a number of
acceptable methods of depreciation, and of
inventory pricing, for example; some better
suited for certain types of business, perhaps,
than for others. But changing methods from
year to year would distort a company’s
cumulative financial record, and impair the
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comparability of statements of different years.
Hence the statement of the auditor as to
whether accounting principles have been
applied on a basis consistent with that of the
preceding year. If a company, with good
reason, does make a change in methods, the
new method must be in accordance with
generally accepted accounting principles.
When the change is significant or produces a
significant effect on the comparability of
statements, it must be disclosed.
Exceptions

If the auditor for any reason cannot or does
not follow some of the procedures in his ex
amination that generally accepted auditing
standards require or that he considers neces
sary in the circumstances, he should say so in
his certificate; but if he is able to satisfy
himself in other ways that the financial state
ments are fairly presented, he need not take an
exception (or “qualify”) in expressing his
opinion. If, however, he is unable to satisfy
himself as to the “fairness” of a material item
he must take an exception in his opinion.
If the auditor finds that a material item is
not presented in the financial statements in
accordance with generally accepted principles,
or that the principles have not been applied
consistently, he must take an exception in his
opinion.
However, if his exceptions are of such
importance that they seriously impair the
fairness of the statements as a whole, he
cannot give an opinion at all. He cannot say,
in effect, “All the items are dubious, but,
subject to this exception, in my opinion the
statements are fairly presented.”
The rules of the accounting profession are
quite clear on this point — if either the audit
or the accounting is unsatisfactory to such a
degree, the auditor can give no opinion. He
can and should give a report of what he did,
and why no opinion is offered.
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Filling a Social Need

The independent audit fills a social need. It
provides an impartial, expert financial inter
preter as a kind of intermediary between
borrower and lender, between management
and stockholder, and between others who
have financial relationships. Audits facilitate
credit and investment.
The accounting profession is keenly con
scious of the responsibilities its members
assume in performing this service. It holds
them to high standards of conduct. It requires
its members in formulating opinions on
financial statements to use their own judg
ment and skill to the best of their ability; but,
in addition, it requires them to observe
objective standards which the collective
experience and wisdom of the profession have
established.
The results are expressed in the auditor’s
report. It is a meaningful document, not issued
lightly; it is worthy of careful study. It is
designed to tell briefly and independently
whether or not a company’s financial state
ments are fairly presented in accordance with
standards that are nationwide in scope and
acceptance.
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